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S0 You Want to Get Married? How Is
Your Relationship with Wholesalers?

WHILE MAKING wine
may be your passion,
¥ | selling the wine is cer-
:A | tainly the key to your
By Sara Schorske Winery’s success and
longevity. And selling
your wine beyond the borders of your
home state makes wholesalers indis-
pensable. This inevitable requirement
gives new meaning to the old saying,
“Can’t live with ‘em, can’t live with-
out ‘em!”

Although relationships with whole-
salers are rarely passionate, they are a
lot like marriages, and should be
viewed as seriously. In some states you
can get hitched unwittingly, without
rings or ceremony, simply by shipping
a small initial order to a prospective
distributor. In some states it’s easier to
divorce your spouse than it is to change
your distributor.

Everyone has their opinions on how
to pick the perfect Mr. or Ms. Right,
so we will leave it to others to give
advice about choosing the right whole-
saler. Our goal is to explain the regula-
tory framework in which the marriage
to your wholesaler will exist, so you
can understand the vows you are (pre-
sumed by law to be) taking.

When you decide that you want to
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expand into a new market, the very
first and most fundamental step is to
establish a relationship with a distribu-
tor in that market. This is an impor-
tant step that you must undertake to
open up almost any new state—even
before you can register your brands or
become licensed as a supplier. There-
fore, many winery-distributor relation-
ships are marriages of convenience,
and wineries frequently enter into this
relationship not understanding the fun-
damentals, only later to regret their
ignorance. We hope this article will
provide you with the basic principles
that govern winery-wholesaler relation-
ships, so you will know when you are
tying the knot and how strong the cord
is that binds you.

How Did | Get Married
Anyway?

In some states, that first shipment
or sale to the distributor, or the ini-
tial filing of the letter of appointment
with your out-of-state supplier regis-
tration, is all it takes to tie the knot
with a wholesale house for the fore-
seeable future. It is like the classic
scene in the movies, in which the
man wakes up in the morning only
to discover that, according to local
custom, his innocent conduct the
night before has betrothed him to the
local girl. The simple acts of appoint-
ing a distributor by letter, submitting
the state form notifying the state of
your distributor and perhaps also its
designated territory, or even selling
just one bottle may be enough to cre-
ate a binding and long-term relation-
ship, the terms of which are strictly

dictated by the laws of the whole-
saler’s state.

It should not be surprising that these
laws favor the home-state wholesaler
over the faraway supplier. Wholesalers
have sponsored the legislation and
found their local legislature happy to
both protect the interests of a local
business over those of an out-of-state
supplier, and to maintain control over
the distribution of alcoholic beverages
within their state, using their in-state
middle tier members as willing depu-
ties of the law. Remember that whole-
salers collect state excise taxes (in
most states), maintain records, and
help insure that the state’s laws con-
cerning the sale and distribution of al-
coholic beverages are followed.

Many wineries have been doing busi-
ness with wholesalers on a handshake
for years, and most will tell you they
prefer it that way—not aware that the
laws of the wholesaler’s state often
define the terms and duration of that
relationship. It’s only when there is a
serious dispute that they discover they
got married in a country where divorce
is not an option.

The statutes and regulations which
create this situation are known as
“franchise laws.” Over thirty states
have franchise laws that in some re-
spect or other regulate the relationship
between suppliers and wholesalers.
These laws range greatly in the regula-
tory obstacles they represent, and
there is a bewildering lack of unifor-
mity in requirements and regulations.
Some simply require notifying the au-
thorities of your chosen distributor
(and sometimes, its assigned territo-
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